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Overview

Background

This module is the eight in a series of training modules, which comprise the
Climate Change Initiative’s (CCl) near-term training program in Ukraine. As a
complete package, these nine modules are intended to build awareness among a
wide group of stakeholders, on climate change issues.

Module Eight, Project Preparation and Financing, is designed to provide an
overview of the format and common information requirements that project
proponents need to use when presenting climate change-related project
proposals to potential investors. The course agenda focuses on discussion of the
elements required to document that a project concept is viable, contributes
significantly to sustainable development, and is worthy of investment. Materials
for this module were developed specifically for Ukraine from both new and
existing materials.

Participation

The ideal audience for this module includes entrepreneurial organization,
financing agencies, industrial firms, government energy agencies, and other
Ukrainian stakeholder organizations. Other participants with a technical
background in project development and/or economics will also benefit.

Objectives

The objective of the course is to equip Ukrainian professionals with the methods
and tools to enable them to a) assess the potential and cost-effectiveness of
projects proposed under the Joint Implementation (JI) mechanism, and b) attract
investors from industrialized countries to implement JI projects. The project
preparation training course aims to enable Ukrainian project stakeholders to
develop project proposals that are well prepared and can generate a favorable
response.

Module Basics

« Duration: 3 days
« Participants: up to 15
. Venue: Open

. Facilities (recommended): The module can be presented in any
comfortable training facility. Adequate space for plenary presentations
should be available.

. Format: Workshop; total of 15 sessions; consisting of a (typically) 30- to
45-minute long presentation, which includes a question and answer

Climate Change Initiative
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period, panel discussions, and a working group exercises using a project
preparation computer program

« Instructors: 1-2 international specialists, 1-2 Ukrainian specialists

. Audio/Visual Needs: Overhead projector, overhead monitor, personal
computers

. Contacts: Natalia Kulichenko and Natalya Parasyuk of CCl, Dan
Thompson (USAID), Bill Dougherty of Tellus Institute

Materials

The module provides several types of material for use during both the preparation
of the workshop, and the workshop itself. This material is outlined below.

Session Overview: The session overviews are “blueprints” for each of the fifteen
sessions. The overview of each session provides a summary of the session,
listing basic information, such as the general objective, total time, and type of
activities involved.

Overhead transparencies: OHTs are divided into sets according to sessions.
Each set of OHTs is numbered consecutively and has titles based on their
content. Presenters are encouraged to give participants sufficient time to read and
understand each OHT.

Reading and Resources: Selected citations for key reports are included for
further reference.

Evaluation Process

Module Eight will need be evaluated in order to improve the workshop package for
more effective subsequent use. The evaluation can be conducted using a simple
questionnaire. At the close of the day, the workshop organizer should ask the
participants to take five to ten minutes to complete the evaluation form.
Participants need to be asked to put down their names on the forms.

Module References

Material for this module was prepared specifically for Ukraine from a variety of
sources by the international presenters

Recommended Agenda

The recommended agenda for Module Eight appears on the following pages.

Climate Change Initiative
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PROPOSED AGENDA FOR MODULE 8:
PROJECT PREPARATION AND FINANCING

Day One:

Session Topics to be covered Time
Registration 9.00 —9.30
Opening Remarks to Welcome to 9:30 -9.45
Group 1 participants; overview

of training, context in

overall CClI
1. Introduction to Project | Provide overview and 9:45-10:30
Preparation for JI context: Discuss goals
Projects of training, elements of

project preparation for

JI projects. Discuss

unique aspects of JI

project investments,

Summarize context of

Jl investments

(UNFCCC, Kyoto)
Break 10:30— 10:45
2. Funding Sources for Review sources for 10:45 - 11:30
Climate Related Projects | financing
3. Major Issues in Project | Review steps and 11:45 -12:30
Preparation for JI issues in project
Projects preparation: Provide

an overview of

elements that need to

be addressed in the

development of Ji

project ideas (risk

management, financial

analyses, financing

structures, etc)
Lunch 12:30 — 13:30
4. Key Points for JI Review baselines, 13:30 - 14:30
projects additionality,

MERVC,; discuss

national aspects

influencing review of JI

project proposals
5. Case Studies Review case studies: 14:30 — 15:15

Focus on AlJ

examples in Russia,

and Latvia
Break 15.15-15.30
6. Project Presentations | Review major features 15:30 — 16:45

of local projects
Day 1 wrap-up 16:45 - 17:00

Climate Change Initiative
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Day Two:

Session Topics to be covered Time
Introduction to Day 2 9:30 — 9:45
Sessions
7. Institutional Review examples of 9:45-10.15
Requirements for Ji project approval
projects procedures: Discuss

authorizing unit, legal,

regulatory guidelines,

carbon credit sharing

issues, preparation of

documents
8. Economic and Provide an overview 10.15-11.15
Financial Assessment of | of the following:
Projects Focus on cost/benefit
(Part 1) analysis, developing

project cash flow,

economic versus

financial assessment

of projects
Break 11.15-11.30
9. Economic and Provide an overview 11.30- 12.30
Financial Assessment of | of the following:
Projects Focus on sensitivity
(Part I, a,b) analysis, capital

outlays and financing

structure, income

streams and expense

projections
Lunch 12:30 — 13:30
10. Introduction to Introduce training 13:30 — 14:30
Working Group Exercise | exercises: Use of

PROFORM in

analyzing a specific

project
Break 14.30 — 14.45
11. Group Exercise Conduct training 14:45 — 16:45

exercises: Split up

into 5 working groups

(i.e., 3 per computer)

and conduct training

exercise
Day 2 wrap-up for 16:45 - 17:00

Group 1

Climate Change Initiative
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Day Three:
Session Topics to be covered | Time
Introduction to Day 3 10.00 - 10.15
Sessions
Working Group Working groups 10.15-11.15
Exercises (cont’d)
Break 11.15-11.30
Working Group Working groups 11.30 -12.30
Exercises (cont’'d)
Lunch 12.30 - 13.30
12. Presentations of Working Group 13:30 - 14:30
Results of Working presentations
Group Exercise
13. Group Exercise 14:30-15:15
Review
Training Closure for 15.15-15.45
Group 1

Climate Change Initiative
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MODULE 8: PROJECT PREPARATION AND FINANCING

Session 1: Overview and Context of the Workshop

General Objectives: Session 1 is intended to give a broad overview of the
context for the workshop. It should discuss goals of
training, elements of project preparation for JI projects.,
review unique aspects of JI project investments, and
summarize context of JI investments (UNFCCC, Kyoto
Protocol, etc). By the end of the session, participants
should have a basic understanding of:

e The basic terminology that will be used throughout the
course (e.g., pre-feasibility assessment, feasibility
study)

e The various technical, economic, financial,
environmental, social, risk, regulatory, and institutional
aspects that underlie project preparation

¢ Why the development of guidelines for project
preparation is essential.

Activities: Presentation, followed by period of questions and
answers

Total Time: 45 minutes

Materials: Set of 20 OHTs

Climate Change Initiative
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MODULE 8: PROJECT PREPARATION AND FINANCING

Session 2: International Funding Sources and

General Objectives:

Activities:

Total Time:

Materials:

Mechanisms

Session 2 is intended to give a broad overview of
selected international financing mechanisms that are
available to support JI activities that have global
environmental climate change benefits. By the end of the
session, participants should have a basic understanding
of the characteristics of financing mechanisms available
through the following:

The Global Environment Facility (GEF)

The Prototype Carbon Fund (PCF)
Multilateral Agencies and Development Banks
Bilateral Agencies

Selected Large Private Sector Companies

Presentation, followed by period of questions and
answers

45 minutes
Set of 29 OHTs

Climate Change Initiative
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MODULE 8: PROJECT PREPARATION AND FINANCING

Session 3: Major Issues in Project Preparation for JI

General Objectives:

Activities:

Total Time:

Materials:

Projects

Session 3 is intended to give participants an overview of
the major issues that are specific to JI project preparation.
The session will begin with a review of the major lessons
that have been learned by project developers who have
participated in the pilot phase. It will then continue through
a review of the types of documentation required for Jl
projects, including information on technology, host country
local markets, and the project development entity/team.
By the end of the session, participants should have a
basic understanding of the following:

e The major documentation and analytical elements of a
project preparation effort

e The importance of adequately describing the host
country situation.

e The role of risk in project preparation from both the
investor and host perspective

Presentation, followed by period of questions and
answers

45 minutes
Set of 21 OHTs

Climate Change Initiative
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MODULE 8: PROJECT PREPARATION AND FINANCING

Session 4: Key Points for Jl Projects

General Objectives:

Activities:

Total Time:

Materials:

Session 4 is intended to give an overview of the various
criteria that are involved is establishing a JI project. The
session will describe key criteria that investors will
scrutinize at the project identification stage, and will
review concepts that have been addressed in other
training modules (e.g., baselines, MERVC). This session
will also include a discussion of national issues/aspects
that influence the review of JI project proposals. By the
end of the session, participants should have a basic
understanding of:

e The various approaches using in defining project
baselines.

e The various issues relating to the notion of
"additionality."

e The central role of MERVC (Monitoring, Evaluation,
Reporting, Verification, and Certification) guidelines

e The various issues relating to the notion of
“supplementarity” and the GHG credits market

e Compliance and liability in GHG credit trades

Presentation, followed by period of questions and
answers

60 minutes
Set of 25 OHTs
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IHIWATHE - Project Preparation and Financing — Session 5 (a, b): Case Studies

(CLIMATE

MODULE 8: PROJECT PREPARATION AND FINANCING

Session 5: Case Studies

General Objectives: Session 5 is intended to give participants perspective on
project implementation experiences in other parts of
Eastern Europe. The focus of this session can be on any
specific projects that have been implemented in the
recent past and for which the project developers needed
to complete the same set of project preparation materials
that are being discussed in this course. In the
presentation that is included in this training package,
discussion centers on boiler replacements and co-
generation of heat and electricity in the Adazi and
Lielvard municipalities in Latvia. By the end of the
session, participants should have a basic understanding
of the following:

e The type of projects and some details regarding cost
and performance
e The credit sharing agreement that was implemented

e Basic details regarding the determination of the
project GHG baseline

e Basic details regarding the monitoring and evaluation
system in place.

Activities: Presentation, followed by period of questions and
answers

Total Time: 45 minutes

Materials: 2 sets of OHTs
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IHIUATHBA Project Preparation and Financing — Session 6: Project Presentations or Panel Discussion

(CLIMATE

MODULE 8: PROJECT PREPARATION AND FINANCING

Session 6: Project Presentations or Panel

General Objectives:

Activities:

Total Time:

Materials:

Discussion

Session 6 is intended to give an opportunity for
participation by the group. Two options are available. In
the first option, several presentations can be given by
either individual or groups regarding a specific project in
which they have been involved with. Advance
coordination between the instructor and the presenter will
be needed in this case in order that presentations are
harmonized in terms of content and format. The second
option is to have a panel discussion. This would be in lieu
of the project presentations and the focus should be on a
discussion of issues important to Ukraine regarding
project development.

Presentations, followed by period of questions and
answers; or panel discussion moderated by the instructor

75 minutes

As needed
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MHIWATHEY — Project Preparation and Financing — Session 7: Project Approval Procedures

(CLIMATE

MODULE 8: PROJECT PREPARATION AND FINANCING

Session 7: Project Approval Procedures

General Objectives:

Activities:

Total Time:

Materials:

Session 7 is intended to give an overview of project
approval procedures for JI projects. The session will
describe the key issues in project approval, and will
introduce practical aspects of project eligibility and
validation as addressed in Eastern Europe country
examples of project guidelines or of Western Europe
procurement tender guidelines. By the end of the session,
participants should have a basic understanding of:

e Key issues related to project approval (e.g., eligibility,
validation, negotiation of credit transfer)

¢ Jl project institutional requirements (i.e., clear,
transparent, with clear legal recourse for failed or
delayed transactions

e Needed functions of national JI governance institutions

Presentation, followed by period of questions and
answers

30 minutes
Set of 13 OHTs
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MHIWATHEY — Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects

+ (Parts 1 & 11, a, b)
CLIMATE

MODULE 8: PROJECT PREPARATION AND FINANCING

Sessions 8 and 9: Financial and Economic

General Objectives:

Activities:

Total Time:

Materials:

Assessment (Parts |, Il)

Sessions 8 and 9 are intended to provide an overview of
the goals and objectives of financial and economic
analysis. Session 8 will begin with a review of the
differences between conducting a financial analysis and
conducting an economic analysis. By necessity, the
session will need to introduce and discuss what may be to
at least some of the participants new terminology such as
discount rate cash flows, and net present value. The
session will also provide an overview of the basic tools
and steps involved in financial and economic analysis.
Session 9 is intended to directly follow Session 8 and will
provide an overview of sensitivity analysis, capital outlays
and financing structure, income streams and expense
projections. By the end of both sessions, participants
should have a basic understanding of:

e The key indicators involved in the assessment of
project financial performance

e The issues and concepts involved in converting from
project financial to economic analysis

e The basic steps in determining project financial and
economic additionality income streams, expense
projections)

2 Presentations, followed by period of questions and
answers

Total of 90 minutes
2 sets of OHTs
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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HATHBA — Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 &1, a, b)
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)

_ [!Lfkl’élllﬁé’i g ::_::;:-:;_;_;:-:;_;_;:-:-:-_-_?:-:;_;_;:-:-:g_;_-:-:g:f:f:;:-:g:g:-:-:g:g:f:;:-:f:f:;:-:g:g:g:-:g:f:f:f:i:g:f:f:f:f:f'f:

Pad

Climate Change Initiative
95




Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
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Project Preparation and Financing — Session 8 & 9: Economics and Financial Assessment of Projects
(Parts 1 & 11, a, b)
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(CLIMATE

MODULE 8: PROJECT PREPARATION AND FINANCING

Session 10: Introduction to Working Group Exercise

General Objectives:

Activities:

Total Time:

Materials:

Session 10 is intended to give an overview of the use of
the PROFORM model in analyzing various economic and
financial aspects of potential project investments. The
model was developed by the Lawrence Berkeley
Laboratory in the USA (and was translated into the
Ukrainian language with permission) and will be used by
participants in the working group sessions that follow.
PROFORM was developed for the assessment of energy
projects that involve electricity generation or non-electric
energy production, or energy efficiency projects that save
electricity and/or fossil fuels. By the end of the session,
participants should have a basic understanding of:

e What PROFORM does (financial assessments,
environmental assessments)

e How to navigate in the model (structure of the model,
getting help with methodology and calculations)

¢ The specific tasks that participants will undertake in the
working group exercises

Demonstration of PROFORM, followed by period of
questions and answers

60 minutes
PROFORM model only

Climate Change Initiative

121
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MODULE 8: PROJECT PREPARATION AND FINANCING

Session 10: PROFORM Model. Help
GENERATION DISPLACED BY PROJECT

One can approximate the electricity generation expected to be displaced by a project
using varying degree of realism with respect to actual system operation. In cases where
the electricity system consists of multiple power sources, it is helpful to have some
knowledge of how the sources will be dispatched.

If a multiple-source system uses only fossil fuels for electricity generation, the error
introduced in estimating avoided GHG emissions through under- or over-weighting one
fossil fuel technology relative to another is not likely to be very large, since the difference
in CO2 emissions per kWh generated among the different technologies are moderate. If,
on the other hand, the system has significant reliance on power generation from zero-
CO2 sources such as hydro or nuclear power, the potential error from under- or over-
weighting one source relative to others could be large.

The examples below assume an electricity system with the following characteristics,
which remain roughly constant over the lifetime of the project. The system uses coal-
fired power plants to serve low load (midnight to 6 a.m.), natural gas-fired combined
cycle power plants to meet intermediate load (6 a.m. to 6 p.m. and 10 p.m. to midnight),
and gas-fired gas turbines to meet the peak load in the evening (6-10 p.m.).

Renewable energy project: The output of the renewable power plant is roughly constant
over an average 24-hour period. Thus, the wind power plant will displace the coal power
plants for six hours (25 percent), gas combined cycle for 14 hours (58 percent), and gas
turbines for four hours (17 percent).

Electricity end-use efficiency project: A project to improve lighting efficiency at a large
office building will reduce electricity demand primarily during daytime and early evening
hours. The analyst assumes that the project will reduce electricity demand evenly from 8
a.m. to 8 p.m. Since the peak load begins at roughly 6 p.m. on an annual average basis,
the analyst assumes that the project will displace diesel-fired gas turbines for two of the
12 hours of building operation, and natural gas-fired combined cycle power plants for the
remaining 10 hours. Thus, the electricity generation displaced would be allocated 17
percent to diesel-fired gas turbines and 83 percent to natural gas-fired combined cycle
power plants.

Electricity end-use efficiency program: A program to promote CFLs in homes will reduce
electricity demand primarily during evening hours. The analyst assumes that the average
CFL will operate daily from 6 to 10 p.m. Since most of this period corresponds with the
system’s peak load, the analyst assumes that each CFL will displace diesel-fired gas
turbines for three of the four hours of its operation, and natural gas-fired combined cycle
power plants for the remaining hour. Thus, the electricity generation displaced would be
allocated 75 percent to diesel-fired gas turbines and 25 percent to natural gas-fired
combined cycle power plants.
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[ CLIMATE
EFFICIENCY PROJECT
Baseline End-Use Data
Investment in Baseline Technology per Project Unit.
Example: The project will build a high-efficiency new cement plant. The baseline
investment is the cost of the cement plant that would have been built without the
project.
Example: The project will promote energy-efficient refrigerators. The baseline cost is
the cost of a typical standard refrigerator that presumably would have been
purchased without the project.
Total Investment in Replacement Equipment in Baseline
Example: The project will replace an existing boiler that is still operational. The

baseline investment is the cost of a new boiler, entered in the year that it would have
been purchased without the project.
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MODULE 8: PROJECT PREPARATION AND FINANCING

Sessions 11: Working Group Exercises

General Objectives:

Activities:

Total Time:

Materials:

Session 11 is to be used as time for participants to work in
small groups and analyze project investments using the
PROFORM model. Participants should split up into small
groups of around 2-3 per computer. Beforehand, the
instructor should prepare a set of projects that are to be
analyzed. During the first working group session, the
instructor should distribute, in hard copy form, the small
group assignments. These assignments should include
the project investment description and specific model
inputs that will be needed (e.g., for a cogeneration project,
the instructor should provide information regarding
capacity, quantity of electricity produced, electricity price
assumptions, capital costs, inflation rate, debt interest
rate, etc). By the end of the three sessions, participants
should have a basic understanding of how to conduct a
financial assessment of a potential project investment and
determine the following:

¢ Net present value of investment with/without carbon
credits and before/after taxes

e Internal rate of return of investment with/without carbon
credits and before/after taxes

e Energy performance description of the investment
(e.g., average electricity production/savings per year,
average energy output/savings per year, average
electricity savings per year)

e Emission performance description of the investment
(e.g., total carbon emissions avoided, total pollutant
emissions of NOx, SO,, and particulates avoided)

Small group work using the PROFORM model. Instructor
should monitor group work closely, moving from group to
group and addressing issues and questions that arise.

4 hours and 45 minutes

PROFORM model and instructor input materials
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MODULE 8: PROJECT PREPARATION AND FINANCING

Session 12: Presentations of Results of Working

General Objectives:

Activities:
Total Time:

Materials:

Group Exercise

Session 12 is an opportunity for small groups to present
the results of their analyses. Ideally, this session should
be an interactive time in which the experience gained by
each participant in conducting the analyses can be shared
and applied in a constructively critical way to the
presentation of results from the rest of the groups. Thus, it
is important that the instructor moderates the
presentations and solicits feedback from other groups.

Small group presentations

60 minutes

PROFORM model results for the small groups
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MODULE 8: PROJECT PREPARATION AND FINANCING

Session 13: Group Exercise Review

General Objectives:

Activities:

Total Time:

Materials:

Session 13 is an opportunity for the instructor to give a
brief summary of the results for each of the small groups
presentation, provide a constructive critique of results,
and indicate what are the implications for how such a
project can be followed up.

Informal presentation/review by instructor, followed by
questions and answers

45 minutes

None
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MODULE 8: PROJECT PREPARATION AND FINANCING

Selected List of References — Project Preparation

Brinkerhoff, D. 1991. Improving Development Program Performance. Boulder, CO:
Lynne Reinner Publishers.

Commission of the European Communities, 1993. Project Cycle Management:
Integrated Approach and Logical Framework. Netherlands: Management for
Development Foundation.

Deutsche Gesellschaft fur Technishe Zusammenarbeit (GTZ), 1991. Methods and
Instruments for Project Planning and Implementation. Eschborn, Germany

Global Environment Facility (GEF), 1995. The Project Cycle, December.

Global Environment Facility, 1996. The Cost-Effectiveness of GEF Projects (No. 6).
Global Investment Opportunities Promotion Server, 2000. Recommendations on
Project Preparation and Approaching Investors,
http://www.helvex.com/preparing.html

Inter-American Development Bank, 1997. EVO - Evaluation- A Management Tool for
Improving Project Performance, Office of Evaluation and Oversight

Norwegian Agency for Development Cooperation (NORAD). The Logical Framework
Approach (LFA): Handbook for Objectives-Oriented Project Planning.
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Projects, January.

The World Bank Group, 1998. IFC Project Pipeline Review, January.
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CLIMATE

Training Module Evaluation Form

Title of Module: Project Preparation and Financing

Date:

Module # 8

For each statement below, mark the circle on the scale that corresponds to your

opinion.

1. The presentation of this
module was

2. The objectives of this module
were

3. The information presented in
this module was

4. The information presented in
this module was

5. The exercises in this module
were

6. The knowledge acquired
through this module was

7. Participating in this module
enable you to learn

What did you like most about this module?

Unclear

Not important

Not sufficient

Not useful

Not interesting

Insignificant

Nothing new

Evaluation score

1 2 3
O O O
O O O
O O O
O O O
O O O
O O O
O O O

Clear

Important

Sufficient

Useful

Interesting

Important

Many new
things

What did you like least about this module?

What is your opinion on presen

ters?

What is your opinion on organization of this module?
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On what themes presented in the module would you like to get more
information?

What module themes would be interesting for you in the future?

Comments:
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